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Synopsis as Enacted

Brief Description: Making adjustments to improve benefit equity in the unemployment
insurance system

Sponsors:. By Representatives Conway, Simpson and Wood.

House Committee on Commerce & Labor
Senate Committee on Labor, Commer ce, Research & Development

Background:

The unemployment insurance system is afederal/state program under which employers pay
contributions to fund unemployment compensation for unemployed workers. These
payments are made under state unemployment laws and the Federal Unemployment Tax Act
(FUTA). The FUTA dlows the states' employersto receive atax credit against their federal
unemployment tax, and the state receives a share of the federal FUTA revenues for
administration of its unemployment insurance system, but only if the state maintains an
unemployment insurance system in conformity with federal law. Washington's program is
administered by the Employment Security Department.

In 2003, the Legidlature enacted a number of changes to the unemployment insurance system.
The changes included revisions to unemployment benefits and the tax system.

Unemployment Benefits

Before January of 2004, a claimant's weekly benefit amount (WBA) was 4 percent of the
claimant's average wages in the two quarters of the base year in which wages were highest.
The 2003 |egidlation established new methods of calculating the WBA for claims with
specified effective dates:

e On or after January 4, 2004, and before January 2, 2005: The WBA was calculated
using 4 percent of the claimant's average wages in the three quarters of the base year in
which wages were highest.

*  Onor after January 2, 2005: The WBA is 1 percent of the claimant's total wagesin the
base year.

The 2003 |egidlation also repealed a requirement for the unemployment insurance system to be
"liberally construed.”

Unemployment Taxes
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The 2003 legislation created a new unemployment tax system. Beginning with rate year
2005, the unemployment insurance contribution rate for most covered employersis
determined by the combined array calculation factor rate and the social cost factor rate,
subject to amaximum rate, and a solvency surcharge, if any. These rates are determined as
follows:

* Array calculation factor: Employers are placed in one of 40 rate classes, with rates from O
percent to 5.4 percent. The assigned rate class depends on the employer's layoff
experience.

* Socia cost factor: A flat social cost rate is calculated as the difference between benefits
paid and taxes paid, divided by total taxable payroll. The amount is then adjusted for the
months of benefitsin the trust fund above 10 months, but the rate may not be less than
0.6 percent. Employers pay a graduated social cost factor rate, ranging from 78 percent
to 120 percent of the flat rate, depending on the employer's rate class.

Maximum rate for the sum of the array calculation factor and the social cost factor: For
employersin fishing, agriculture, and food and seafood processing, the maximum rate is 6
percent. For employersin all other industries, the maximum rate is 6.5 percent.

»  Solvency surcharge: Up to an additional 0.2 percent surcharge is added to the
contribution rate in the next rate year if the unemployment trust fund has fewer than 6
months of benefits on a specified annual date.

Not all benefits paid are charged to the employers experience rating accounts. By law,
noncharging of benefitsis required for specified reasons, and these costs are pooled within the
system as socia costs.

Federal Unemployment Funds

The FUTA tax paid by employersis held in the federal unemployment trust fund. These funds
are deposited into two accounts that are used to pay the states unemployment insurance
systems administrative costs and to pay extended unemployment benefits. By statute, these
accounts may not exceed a specified monetary limit. If the limit is exceeded, the Congress
may appropriate excess funds to the states under the Reed Act. In the federal Temporary
Extended Unemployment Compensation Act of 2002, the Congress authorized a distribution
of federal Reed Act funds to the states. Washington received approximately $167 million. Of
that amount, approximately $130 million remains unappropriated. Reed Act funds may be
used only for the limited purposes specified in federal law. These purposes include the
payment of unemployment benefits and the administration of the unemployment system.

Summary:

The Legidlature finds that the unemployment insurance system is falling short of its goals and
that the Legidature intends to adjust the balance between the goal of reducing the impacts of
involuntary unemployment on workers and the desirability of reducing costs by making
adjustments that allow reasonable improvements in benefit equity.
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Benefit Adjustments

The requirement that the unemployment insurance system be "liberally construed”" when
interpreting the system is restored until June 30, 2007.

For claims with effective dates on or after the first Sunday after the Governor signs the hill,
and before July 1, 2007, the claimant's weekly benefit amount (WBA) is calculated using 3.85
percent of the claimant's average wages in the two quarters in the base year in which wages
were highest. The benefits paid that exceed the benefits that would have been paid if the WBA
had been calculated as 1 percent of annual wages are not charged to contribution paying
employers experience rating accounts.

Socia Cost Adjustments

For fiscal years 2006 and 2007, the socia cost factor rateis zero for employersin agricultural
crops, livestock, agricultural services, food and seafood processing, fishing, and cold storage.

For tax rate year 2007, the flat social cost factor isthe lesser of the rate applicable with the new
WBA calculationsin effect or the rate that would have been applicable if the WBA had been
calculated as 1 percent of a claimant's annual wages.

The formulais adjusted for determining the social cost factor in rate year 2007 to account for
benefits that are not effectively charged because of these changesin the social cost factor.

When paying unemployment benefits, beginning in fiscal year 2006 and through calendar year
2007, funds are first requisitioned from the Reed Act funds in the amount of the benefits that
are not effectively charged because the social cost factor rate is reduced to zero for certain
industries and in the amount of benefits paid that exceed the benefits that would have been
paid if the WBA had been calculated as 1 percent of a claimant's annual wages.

Studies and Reports

The Joint Legidlative Task Force on Unemployment Insurance Benefit Equity is established
with four business representatives, four labor representatives, and the chairs and ranking
minority members of the Senate Labor, Commerce & Research & Development Committee,
and the House Commerce & Labor Committee. The Task Force must review the
unemployment insurance system, including whether the benefit structure is equitable, whether
the structure fairly accounts for changes in workforce and industry work patterns, including
seasonality, and claimant work patterns, whether the tax structure equitably distributes taxes,
and whether the trust fund is adequate in the long term. The Task Force must report to the
Legidature by January 1, 2006.

The Employment Security Department is required to report to the Legislature annually for two
years, beginning October 1, 2006, on the impact of the act's provisions on the unemployment
trust fund. The Employment Security Department is authorized to add two additional full-
time equivalent employees to establish additional capacity in the Department to develop
economic models for estimating the impacts of policy changes on the unemployment
insurance system and the unemployment trust fund.
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Votes on Final Passage:

House 56 41
Senate 25 20 (Senate amended)
House 57 38 (House concurred)

Effective: April 22, 2005
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